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SUMMARY  OF  AUDIT  RECOMMENDATIONS 

The  following  is  a  listing  of  recommendations  from  our  financial- 
compliance  audit  of  the  Department  of  Natural  Resources  and 
Conservation.  The  major  issues  in  the  report  relate  to  water  project 
compliance  and  bond  compliance.  The  water  project  compliance  issue 
relates  to  the  need  for  the  department  to  perform  the  accounting 
function  for  all  the  individual  water  users.  The  bond  compliance  issue 
relates  to  excess  reserves  not  being  properly  transferred. 
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Recommendation  #1 
The  department: 

A.  Implement  a  system  which  would  provide 
the  balance  sheets  and  income  and  profit 
and  loss  statements  for  each  water  pro- 
ject in  accordance  with  state  law. 

Agency  Response:      Concur.      See  page  20. 

B .  Ensure  the  system  implemented  eliminates 
duplicate  record  keeping. 

Agency  Response:      Concur.      See  page  20. 

C.  Seek  legislation  to  clarify  or  repeal 
section  85-1-215,   MCA. 

Agency  Response:     Concur.     See  page  20. 

Recommendation  #2 

The  department  transfer  excess  debt  service 
reserve  amounts  as  required  by  the  bond  inden- 
ture. 

Agency  Response:     Concur.      See  page  20. 

Recommendation  #3 

The  department  spend  non-General  Funds  first 

in  accordance  with  state  law. 

Agency  Response:      Concur.      See  page  21. 


SUMMARY  OF  RECOMMENDATIONS   (continued) 
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Recommendation  #4 

The  department  record  long  term  notes  receiv- 
able when  loan  funds  are  actually  distributed 
by  the  department.  ? 

Agency  Response:      Concur.      See  page  21. 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Montana 
Department  of  Natural  Resources  and  Conservation  for  the  two  fiscal 
years  ended  June  30,    1986.      The  objectives  of  the  audit  were  to: 

1.  determine  if  the  department's  financial  schedules  present 
fairly  the  results  of  operations  for  the  two  fiscal  years 
ended  June  30,    1986; 

2.  determine  if  the  department  complied  with  applicable  laws 
and  regulations; 

3.  determine  the  effectiveness  of  the  department's 
administrative  and  accounting  control  systems;   and 

4.  determine  the  implementation  status  of  prior  audit 
recommendations . 

This  report  contains  four  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  management,  accounting  procedures,  and  compliance  with  laws 
and  regulations.  Other  concerns  deemed  not  to  have  a  significant 
effect  on  the  successful  operations  of  the  department  programs  are  not 
specifically  included  in  the  report,  but  have  been  discussed  with 
management . 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recommendations 
made  in  this  report. 

BACKGROUND 

The  Legislature  created  the  Department  of  Natural  Resources  and 
Conservation  with  the  Executive  Reorganization  Act  of  1971.  The 
department  develops,  manages,  and  regulates  Montana's  natural 
resources.  A     seven-member     Board     of     Natural     Resources     and 

Conservation  advises  the  director  and  has  final  authority  in  such  areas 
as  conservation  district  boundaries,  water  reservation  system 
regulations,  floodplain  development,  and  energy  plant  certifications. 
The  seven-member  Board  of  Oil  and  Gas  Conservation  is  attached  to 
the    department    for    administrative    purposes.       The    board    provides 
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guidance  for  the  Oil  and  Gas  Division  which  is  responsible  for 
monitoring  and  licensing  all  drilling,  production,  and  seismic  operations 
for  oil  and  gas  exploration  in  the  state. 

The  department  has  five  major  programs:  (1)  centralized 
services,  (2)  oil  and  gas  regulation,  (3)  conservation  districts, 
(4)  water  resources  and  planning,  and  (5)  energy  planning.  The 
expenditure  activity  of  these  programs  for  fiscal  years  1984-85  and 
1985-86  is  shown  on  pages  13  and  14  of  this  report.  The  department 
had  273.22  authorized  full-time  equivalent  positions  during  fiscal  year 
1985-86. 

PRIOR  AUDIT  RECOMMENDATIONS 

Our  office  performed  the  Department  of  Natural  Resources  and 
Conservation  audit  for  the  two  fiscal  years  ended  June  30,  1984.  The 
report  contained  ten  individual  recommendations  of  which  eight  are 
still  applicable  to  the  department.  The  department  implemented  seven 
and  did  not  implement  one.  The  recommendation  not  implemented 
deals  with  water  projects  accounts  receivable-duplicate  records  as 
described  on  page  3  of  this  report. 

WATER  PROJECTS 
General 

The  Legislature  created  the  State  Water  Conservation  Board  in 
1933.  The  board  was  charged  with  the  coordination,  construction, 
operation,  and  maintenance  of  a  statewide  system  of  water  projects. 
The  board  designed  these  projects  to  conserve,  develop,  store, 
distribute,  and  utilize  the  water  of  the  state.  The  projects  provide 
irrigation,  flood  control,  fire  protection,  fish  and  wildlife  habitat, 
recreation,   and  other  domestic  and  industrial  uses. 

Presently  the  department  administers  33  active  water  projects. 
Of  the  33  projects,  17  were  financed  primarily  through  the  sale  of 
revenue  bonds  issued  by  the  state.  The  state  is  not  obligated  to  pay 
the  bonds  or  interest  except  from  the  special  revenue  fund  where 
proceeds   from  project  water  sales  are  deposited.     ,The  remaining  16 


projects  were  financed  with  both  state  and  federal  funds.  The 
department  has  a  three-party  contract  with  the  department,  the  local 
water  user  associations,  and  the  "water  purchaser"  users  to  recover 
the  state  investment  in  these  projects  through  user  charges. 

The  following  two  sections  discuss  problems  we  found  in  water 
projects  administration  and  compliance. 

Accounting  and  Compliance 

Section  85-1-215,  MCA,  relating  to  water  use,  states  "The 
department  shall  keep  full  and  complete  accounts  concerning  all 
matters  and  things  relating  to  the  works  and  annually  shall  prepare 
balance  sheets  and  income  and  profit  and  loss  statements  showing  the 
financial  condition  of  each  project  and  file  copies  thereof  with  the 
secretary  of  state. . .".  Currently,  the  department  performs  the  water 
project  accounting  functions  discussed  below. 

The  Engineering  Bureau  maintains  billing  records  of  the  water 
projects  for  the  water  user  associations.  These  records  reflect  the 
receivable  balances  owed  by  each  water  association  to  the  department 
and  the  receivable  balance  owed  by  individual  water  users  to  the 
associations.  The  bureau  bills  approximately  2,800  individuals  for 
water  use.  These  water  users  pay  their  association  based  on  the 
billing.  The  association  retains  the  operation  and  maintenance  portion 
of  the  payment  and  forwards  the  water  contract  payment  to  the 
bureau.  The  bureau  forwards  the  association  balance  owed  to  the 
department  to  the  Centralized  Services  Division  for  input  to  the 
Statewide  Budgeting  and  Accounting  System. 

These  payments  are  posted  to  the  automated  accounts  receivable 
system  in  the  Engineering  Bureau  and  the  account  receivable  balance 
is  reduced.  We  noted  the  automated  system  does  not  keep  the 
transaction  history  of  payments  received.  As  a  result,  the  accountant 
in  the  Engineering  Bureau  keeps  detailed  duplicate  manual  records  of 
the  accounts  receivable  billings,  payments,  and  water  contract 
principal .  In  addition ,  the  department  does  not  prepare  balance  sheets 
and  income  and  profit  and  loss  statements  for  each  project  as  required 
by  state  law.      A  department  official  indicated  the  current  system  is 
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not  capable  of  performing  this  function  but  the  department  is 
developing  software  that  will  help  in  obtaining  the  necessary 
information  and  eliminate  the  duplicate  records.  The  official  indicated 
some  of  the  information  would  have  to  be  provided  to  the  department 
by  the  individual  association.  The  department  should  implement  a 
system  which  would  provide  the  necessary  statements  in  accordance 
with  state  law  and  eliminate  duplicate  records.  The  need  to  eliminate 
duplicate  manual  records  has  been  addressed  in  the  last  two  audits  of 
the  department. 

As  noted  above,  the  department  contracts  with  various  water 
associations  to  collect  money  from  the  individual  water  users  and 
provide  the  maintenance  of  the  water  project.  We  discussed  with 
agency  personnel  the  need  for  the  department  to  keep  the  records  of 
each  individual  water  user.  Based  on  discussions,  we  noted  that, 
although  the  law  does  not  specifically  say  full  and  complete  accounts 
need  to  be  kept  for  "user  or  association,"  the  department  decided  to 
keep  track  of  outstanding  receivable  balances  by  individual  user  as  the 
user  ultimately  owes  the  money  to  the  department.  The  department's 
duties  include  billing  the  various  water  users  and  recording  payments 
received.  The  department  contracts  with  the  association  to  collect  the 
money  from  the  individual  users  and  to  perform  other  duties. 
According  to  agency  personnel,  the  law  is  too  broad  and  does  not 
specify  what  accounts  need  to  be  kept  by  the  department.  Department 
personnel  should  determine  the  intent  of  this  law,  consider  its 
appropriateness  to  the  department's  current  circumstances,  and,  if 
necessary,   request  legislative  clarification  of  the  law. 

RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  IMPLEMENT  A  SYSTEM  WHICH  WOULD  PROVIDE  THE 
BALANCE  SHEETS  AND  INCOME  AND  PROFIT  AND  LOSS 
STATEMENTS  FOR  EACH  WATER  PROJECT  IN 
ACCORDANCE  WITH  STATE  LAW. 

B.  ENSURE  THE  SYSTEM  IMPLEMENTED  ELIMINATES 
DUPLICATE  RECORD  KEEPING. 


C.       SEEK  LEGISLATION   TO   CLARIFY  OR   REPEAL  SECTION 
85-1-215,    MCA. 

BOND   COMPLIANCE 

The  department  issues  bonds  to  provide  loans  to  public  and 
private  water  users  through  the  water  development  bureau.  The  loans 
are  for  water  development  projects  (e.g.,  water  systems,  ditch 
rehabilitation,  dams,  ...)  and  activities  (e.g.,  feasibility  studies, 
irrigation  systems  . . . ) .  The  Coal  Severance  Tax  bonds  are  governed  by 
the  bond  indenture.  The  department  is  responsible  for  maintaining 
reserves  in  the  debt  service  fund  in  accordance  with  the  bond 
indenture.  After  the  reserve  for  these  bonds  has  been  provided  for, 
any  excess  of  that  amount  must  be  transferred  as  outlined  in  the  bond 
indenture. 

At  June  30,  1986,  the  department  had  reserves  in  excess  of  the 
debt  service  reserve  amount  required  by  the  bond  indenture  for  the 
Coal  Severance  Tax  bonds  1985  Series  A  and  B.  The  excess  reserve 
amount  was  $156,028.  Any  excess  money  in  this  reserve  is  to  be  put 
into  the  Coal  Severance  Tax  Bond  Fund  at  the  Department  of  Revenue. 
A  department  official  indicated  a  procedure  was  not  set  up  to  monitor 
the  debt  service  reserve.  As  a  result,  Nonbudgeted  Transfers  Out 
were  understated  in  the  Debt  Service  Fund  type  by  $156,028.  The 
official  said  the  department  now  has  a  system  in  place. 

RECOMMENDATION  #2 

WE   RECOMMEND    THE   DEPARTMENT    TRANSFER    EXCESS    DEBT 

SERVICE    RESERVE    AMOUNTS    AS    REQUIRED    BY    THE    BOND 

INDENTURE. 


STATE  COMPLIANCE 

The  conservation  division  receives  a  flat  reimbursement  amount  of 
$200  per  month  from  the  Corp  of  Engineers  for  rent  of  building  space, 
use  of  typewriters,  etc.     Based  on  discussion  with  agency  personnel, 


the  agreement  with  the  Corp  of  Engineers  does  not  indicate  that 
excess  funds  should  be  used  for  a  specific  purpose.  Therefore,  these 
non-General  Fund  moneys  should  have  been  used  prior  to  using  the 
department's  general  fund  appropriation. 

Section  17-2-108,  MCA,  indicates  the  department  shall  apply 
expenditures  against  non- General  Fund  money  wherever  possible 
before  using  the  General  Fund  appropriations.  The  department  should 
revert  the  remaining  balance,  which  is  over  $1,100,  to  the  General 
Fund. 

RECOMMENDATION  #3 

WE     RECOMMEND     THE     DEPARTMENT     SPEND     NON-GENERAL 

FUNDS  FIRST  IN  ACCORDANCE  WITH  STATE  LAW. 


LOANS 

The  department  makes  loans  for  water  development,  renewable 
energy,  and  rangeland  improvement  projects.  The  department  recorded 
long  term  notes  receivable  for  loans  committed  by  the  department. 
However,  the  money  has  not  yet  been  distributed  for  the  loans.  Funds 
will  not  be  distributed  until  the  individual  borrower  receives  approval 
from  the  bank,  or,  if  the  loan  is  to  a  city  or  town,  the  funds  will  not 
be  distributed  until  a  bond  sale  is  approved.  Since  no  funds  had  been 
distributed  on  these  loans,  long  term  notes  receivable  were  overstated 
in  the  special  revenue  and  debt  service  fund  types  at  June  30,  1985, 
by  $1,037,345  and  $1,980,000  respectively.  At  June  30,  1986,  long  term 
notes  receivable  were  overstated  in  the  special  revenue  fund  type  by 
$214,147. 

A  department  official  said  the  department  will  make  the 
adjustments  necessary  to  properly  record  the  actual  long  term  notes 
receivable . 


RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  LONG  TERM 
NOTES  RECEIVABLE  WHEN  LOAN  FUNDS  ARE  ACTUALLY 
DISTRIBUTED  BY  THE  DEPARTMENT. 

TELEPHONE  USE 

Department  officials  told  us  that  the  department  discourages 
personal  long  distance  calls,  but  in  the  event  a  personal  long  distance 
call  is  made,  the  employee  is  required  to  reimburse  the  department. 
The  division  administrators  review  the  phone  bills  and  determine  the 
reasonableness  of  long  distance  phone  calls. 

In  our  limited  scope  performance  audit  of  state  telephone  use,  we 
determined  that  state  laws  and  regulations  concerning  personal  use  of 
state  telephones  are  not  specific.  We  also  determined  that  policies 
regarding  personal  use  of  state  telephones  varied  widely  among  state 
agencies.  As  a  result,  the  Legislative  Audit  Committee  sponsored 
legislation,  now  enacted  as  Chapter  42,  Laws  of  1987,  which  requires 
the  Department  of  Administration  to  establish  and  clarify  policies  and 
procedures  applicable  to  all  state  agencies  that  address  the  use  of  the 
state  telephone  system  for  personal  calls.  As  new  rules  regarding  the 
personal  use  of  the  state  telephone  system  will  soon  be  adopted,  we 
make  no  further  recommendations  to  the  department  in  this  report. 


AUDITOR'S  OPINION  LETTER 
AND  AGENCY  FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  auditor's  opinion  issued  in  this  report  is  intended  to  convey 
to  the  reader  of  the  financial  schedules  the  degree  of  reliance  that 
can  be  placed  on  the  amounts  presented.  The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System  (SBAS) 
without  adjustments  for  errors  noted  during  the  audit.  This  is  done 
to  convey  the  degree  of  reliability  to  users  of  SBAS  information. 

We  issued  a  qualified  opinion  on  the  Schedules  of  Changes  in 
Fund  Balance,  on  page  10,  because  the  department  improperly  records 
long  term  notes  receivable  and  reduces  nonbudgeted  expenditures  for 
loans  committed  but  not  yet  given  by  the  department.  The  reader  of 
this  financial  schedule  should  be  cautious  when  using  this  financial 
information . 

We  issued  an  unqualified  opinion  on  the  Schedules  of  Budgeted 
Revenue  and  Transfers  In  -  Estimate  and  Actual,  and  the  Schedules  of 
Budgeted  Program  Expenditures  By  Object  and  Fund  on  pages  11 
through  14.  This  means  the  schedules  are  fairly  stated  and  the  user 
of  this  SBAS  information  may  rely  on  it  as  presented. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  schedules  of  the  Department  of 
Natural  Resources  and  Conservation  for  each  of  the  two  fiscal  years 
ended  June  30,  1985,  and  1986,  as  shown  on  pages  10  through  18.  Our 
examination  was  made  in  accordance  with  generally  accepted  auditing 
standards  and,  accordingly,  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  necessary 
in  the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the 
department's  financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy.  Accordingly,  the  accompanying  financial  schedules 
are  not  intended  to  present  financial  position  and  results  of  operations 
in  conformity  with  generally  accepted  accounting  principles. 

The  department  records  long  term  notes  receivable  and  reduces 
nonbudgeted  expenditures  for  loans  committed  but  not  yet  given  by 
the  department.  This  situation  resulted  in  the  following  misstatements 
to  the  Schedule  of  Changes  in  Fund  Balances: 


Fund 


FY  1984-85: 


Description 


Special  Revenue  Nonbudgeted  Expenditures 

Direct  Entries  to  Fund  Balance 
Debt  Service     Direct  Entries  to  Fund  Balance 


Amount 
over (under) stated 


$(1,100,240) 

(1,980,000) 

1,980,000 


FY  1985-86: 


Special  Revenue 


Debt  Service 


Beginning  Fund  Balance 

Direct  Entries  to  Fund  Balance 

Beginning  Fund  Balance 

Direct  Entries  to  Fund  Balance 


(1,980,000) 
1,980,000 
1,980,000 

(1,980,000) 


In  our  opinion,  except  for  the  effect  of  the  matter  discussed  in 
paragraph  three,  the  Schedule  of  Changes  in  Fund  Balances  presents 
fairly  the  changes  in  fund  balances  of  the  Department  of  Natural 
Resources  and  Conservation  for  the  two  fiscal  years  ending  June  30, 
1986,  in  conformity  with  the  basis  of  accounting  described  in  Note  1 
applied  on  a  consistent  basis. 

In  our  opinion,  the  Schedules  of  Budgeted  Revenue  and  Transfers 
In  -  Estimated  and  Actual,  and  the  Schedules  of  Budgeted  Program 
Expenditures  by  Object  and  Fund  present  fairly  the  results  of 
operations  of  the  Department  of  Natural  Resources  and  Conservation 
for  the  fiscal  years  ending  June  30,  1985,  and  1986,  in  conformity  with 
the  basis  of  accounting  described  in  Note  1  applied  on  a  consistent 
basis . 

Respectfully  submitted, 


James  Gillett,   CPA 
Deputy  Legislative  Auditor 


February  6,    1987 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 


FUND  BALANCE:   July  1,  198 A 


Special 

Debt 

General 

Revenue 

Service 

Fund 

Fund 

Fund 

-0- 


$10,826,127 


$    235,076 


ADDITIONS: 

Fiscal  Year  1984-85 
Budgeted  Revenue  and  Transfers  In 
Nonbudgeted  Revenue  and 

Transfers  In  (See  Note  8) 
Prior  Year  Revenue  Adjustments 
Support  from  State  of  Montana 

Fiscal  Year  1985-86 
Budgeted  Revenue  and  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 

(See  Note  8) 
Prior  Year  Revenue  Adjustments 
Support  from  State  of  Montana 
Prior  Year  Transfers  In  Adjustments 
Total  Additions 


30,071 

2,303,991 

12,885 

18,528,987 

3, 

,474, 

,618 

195 

(14,592) 

(23) 

3, 

,533,452 
11,527 

4,839,477 

9,016 

36,549,018 

5, 

,575 

.543 

(9,265) 

40,697 

186 

,975 

4; 

,405,983 

2,277 
62,249,855 

7 

,993,864 

9 

,237 

,113 

REDUCTIONS: 
Fiscal  Year  1984-85 
Budgeted  Expenditures  and 

Transfers  Out 
Nonbudgeted  Expenditures  and 

Transfers  Out  (See  Note  7) 
Prior  Year  Expenditures 
Prior  Year  Expenditure  Adjustments 
Nonbudgeted  Prior  Year 

Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Fiscal  Year  1985-86 
Budgeted  Expenditures  and 

Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Nonbudgeted  Expenditures  and 

Transfers  Out  (See  Note  7) 
Prior  Year  Transfers  Out  Adjustments 
Nonbudgeted  Prior  Year  Expenditure 

Adjustments 
Direct  Entries  to  Fund  Balance 
Total  Reductions 

FUND  BALANCE:   JUNE  30,  1986         I 


3,576,219 


384 


4,416,053 
1,208 


7,993,864 


-0- 


17,540,572 

(6,840,560) 
(186,819) 
(480,058) 

319,203 
4,113,612 


27,997,933 
(1,686,960) 

(6,397,593) 
2,277 

1,365,970 

9,236,599 

44,984,176 

$28,091,806 


1,844,652 


(5,865,870) 


2,853,623 


(593) 
(8,232,095) 
(9,400,283) 

$18,872,472 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  15  through  18. 
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DEPARTMENT  OF  NATURAL  RESOURCES  &  CONSERVATION 
SCHEDULE  OF  BUDGETED  REVENUE  6  TRANSFERS  IN  -  ESTIMATED  &  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1986 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Sale  of  Other 

Charges   Federal  Indirect  Licenses  and  Investment  Documents  &  Rent, Leases  Grants, Gifts,  Financing 

for  Services  Cost  Recoveries      Permits     Earnings   Merchandise  &  Royalties  Miscellaneous  &  Donations    Sources 

$   2,640      $   7,835 
2,057         9.470 


$   (583)     $   1,635 


$    10,475 
11.527 

$     1,052 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$332,489 
321.066 


$  95,351 
115.099 


$  60,000    $204,700    $135,200      $  4,950 
37.434     228,349     153.924        6.102 


$  21,940    $1,650,000   $  6,847,994   $1,068,460   $10,421,084 
3.125     1.708.418     1.309.551      956.409     4.839.477 


$(11,423)     $  19,748 


$(22,566)   $  23,649    $  18,724      $  1,152       $(18,815)   $   58,418   $(5,538,443)   $  (112,051)   $(5,581,607) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
through  18. 


Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  15 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 


SCHEDULE 

OF  BUDGETED 

REVENUE  & 

TRANSFERS  IN  - 

-  ESTIMATED  AND 

ACTUAL 

FOR  THE 

FISCAL  YEAR  ENDED  JUNE 

30 , 

,    1985 

Rent, 

Licenses 

Leases , 

Income 

and 

Service 

Investment 

and 

Collections 

Federal 

Reimbursements 

Permits 

Fees 

Earnings 

Royalties 

&  Transfers 

Assistance 

Total 

GENERAL  FUND 

Estimated  Revenue 

$   32,000 

$1,100 

$ 

33,100 

Actual  Revenue 

28,948 

1,123 

30,071 

Collections  Over 

(Under)  Estimate 

$   (3,052) 

$    23 

$ 

(3,029) 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 

$  418,340 

$  80,000 

$245,500 

$  58,000 

$1,000 

$  2,129,340 

$1,427,579 

$ 

4,359,759 

Actual  Revenue 

291,279 

61,150 

267,152 

54,194 

1,000 

796,168 

833,048 

2,303,991 

Collections  Over 

(Under)  Estimate 

$(127,061) 

$(18,850) 

$  21,652 

$  (3,806) 

$-0- 

$(1,333,172) 

$  (594,531) 

$ 

[2, 055,  768) 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
financial  schedules  on  pages  15  through  18. 


Additional  information  is  provided  in  the  notes  to  the 


12 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 


SCHEDULE 

OF 

BUDGETED 

PROGRAM  EXPENDITURES  BY  OBJECT 

AND  FUND 

FOR  THE 

FISCAL  YEAR 

ENDED 

JUNE  30, 

1986 

Water 

Centralized 

i  Oil  &  Gas 

Conservation 

Resources  & 

Energy 

Services 

Regulation 

D: 

Lstricts 

Planning 

Planning 

Total 

PERSONAL  SERVICES 

Salaries 

$ 

920,124 

$472,452 

$ 

114,558 

$  2: 

,921,996 

$   934,344 

$  5 

,363,474 

Other  Compensation 

17,344 

5,700 

600 

15,198 

450 

39,292 

Employee  Benefits 

185,924 

96,358 

23,159 

608,340 

190,702 

1 

,104,483 

Total 

1 

,123,392 

574,510 

138,317 

_1 

,545,534 

1,125,496 

6 

,507,249 

OPERATING  EXPENSES 

Contracted  Services 

77,966 

90,521 

73,189 

753,853 

514,070 

1 

,509,599 

Supplies  &  Materials 

17,409 

21,189 

2,819 

107,053 

24,650 

173,120 

Communications 

28,049 

39,678 

7,532 

169,097 

71,697 

316,053 

Travel 

16,211 

16,011 

25,842 

141,071 

69,960 

269,095 

Rent 

282,660 

10,259 

2,052 

75,784 

13,056 

383,811 

Utilities 

12,201 

6,315 

218 

1,959 

20,693 

Repair  &  Maintenance 

8,069 

19,662 

1,779 

50,984 

9,777 

90,271 

Other  Expenses 

24,021 

4,464 

31,839 

Jh 

268,246 

183,574 

6 

,512,144 

Total 

466,586 

208,099 

145,270 

7, 

568,047 

886,784 

9 

,274,786 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

33,712 

26,622 

1,080 

103,584 

21,977 

186,975 

Intangible  Assets 

1,763 
35,475 

33 
103,617 

359 
22,336 

2,155 

Total 

26,622 

1,080 

189,130 

CAPITAL  OUTLAY 

Land  &  Interest  In  Land 

25,750 

39,000 

64,750 

Other  Improvements 

275 

1,170 

1,445 

Total 

26,025 

40,170 

66,195 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 

GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 

BENEFITS  AND  CLAIMS 
Other  Financing 

Uses /Deduct  ions 
Total 

TRANSFERS 

Accounting  Entity  Transfers 
Total 


98,646 
98,646 


296,928 


296,928 


29,425 


29,425 


2,289,728 
2,289,728 


98,646 


98,646 

1,504,444 

892,123 

2,693,495 

79,188 

79,188 

1,504,444 

971,311 

2,772,683 

29,425 


29,425 


2,289,728 
2,289,728 


DEBT  SERVICE 
Bonds 
Loans 
Leases 
Total 


TOTAL  PROGRAM  EXPENDITURES    $1,625.453 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$1,171,167 

1,117,902 

$   53,265 


532,901 
507,551 


1,954 
1,954 

ill. 185 


$954,142 
811,185 


11,152,301 
31,889 

11,184,190 

$   680.241   $26,251.010   $3.046,097 


$1,109,272 
680,241 


2,929,916 

2,900,724 

29.192 


450,830 

397,427 

53,403 


$   25.350    $142.957    $   429.031 


$59,153,476   $6,889,718 

23,350,286    2,648,670 

$35,803.190   $4.241.048 


11,152,301 
31,889 

1,954 
11,186,144 

E32. 413. 986 


4,551,913 

4,416,053 
135.860 


$68,639,509 

27,997,933 

$40,641.576 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
provided  in  the  notes  to  the  financial  schedules  on  pages  15  through  18. 


Additional  information  is 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1985 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communica t  ions 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Total 

EQUIPMENT 
Equipment 
Capital  Leases 
Total 

CAPITAL  OUTLAY 
Land  and  Interest  in  Land 
Other  Improvements 
Total 

GRANTS 
From  State  Sources 
From  Federal  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 

DEBT  SERVICE 
Bonds 
Loans 
Total 

TOTAL  PROGRAM  EXPENDITURES 


Centralized 
Services 

$   915,866 

2,600 

189,613 

1,108,079 


334,995 


29,423 


29,423 


Oil  &  Gas 
Regulation 

$448,809 

6,900 

90,984 

546,693 


104,809 

100,649 

11,982 

32,288 

25,755 

36,578 

15,535 

20,702 

146,924 

16,892 

18,676 

6,809 

5,422 

18,648 

5,892 

6,596 

239,162 


49,978 

169 

50,147 


Conservation 
Districts 

$104,457 

600 

21,419 

126,476 


73,676 

3,649 

7,586 

23,846 

8,983 

218 

1,995 

25,095 

145,048 


14,331 


14,331 


243,844 


243,844 


98,795 
98,795 


Water 

Resources 

and  Planning 

$   2,663,814 

9,957 

554,584 

3,228,355 


990,834 

101,018 

151,860 

146,962 

108,102 

3,311 

32,958 

6,082,432 

7,617,477 


1,111 


1,111 


6,173 
250 


6,423 


2,702,765 


2,702,765 


718,701 
718,701 


$1,472,497 


$836,002 


$628,494 


1,800 
1,800 


282,777 

30,651 

313,428 

$14,677,060 


Energy 
Planning 

f   901,398 

375 

182,508 

1,084,281 


407,556 
25,908 
79,300 

73,650 
105,454 

6,610 

817,316 

1,515,794 


27,659 


27,659 


5,000 


5,000 


533,229 
336,775 
870,004 


Total 


$  5 

,034, 

,344 

20, 

,432 

1 

,039; 

,108 

6 

,093; 

,884 

1 

,677 

,524 

174 

,845 

301 

,079 

280 

,695 

386 

,355 

29 

,014 

65 

,633 

6 

,937 

,331 

9 

,852 

,476 

209 

,502 
169 

209 

,671 

11 

,173 
250 

11 

,423 

3 

,479 

,838 

336 

,775 

3 

,816 

,613 

718,701 


718,701 


100,595 


100,595 


282,777 
30,651 


313,428 


$3,502,738 


$21,116,791 


GENERAL  FUND 
Budget 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 


$1,169,131 

1,105,254 

$   63,877 


$   405,041 

367,243 

$ 37,798 


$1,039,537 

836,002 

$   203,535 


$741,517 

628,494 

$113,023 


$  1,965,963 
1,955,033 
10,930 


$23,094,925 

12,722,027 

$10,372,898 


596,449 

515,932 

80,517 


$6,517,331 

2,986,806 

$3,530,525 


$  3,731,543 

3,576,219 

$    155,324 


$31,798,351 

17,540,572 
$14,257,779 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  15  through  18. 


DEPARTMENT   OF  NATURAL  RESOURCES  AND   CONSERVATION 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

JUNE  30,    1985  AND  1986 

1.        SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

The  department  uses  the  following  fund  types:  General,  Special 
Revenue,  and  Debt  Service.  The  state  of  Montana  uses  the  modified 
accrual  basis  of  accounting  for  these  fund  types  which  is  described  in 
the  Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obli- 
gation exists  when  the  related  liability  is  incurred  except  for  the 
following  items  which  are  also  considered  valid  obligations  under  state 
accounting  policy. 

If   the   appropriation    provided    funds    to   complete   a   given 
project,    the  entire  amount  of  a  service   contract   may  be 
accrued   even   though   the   services   are   rendered   in   fiscal 
years  subsequent  to  the  fiscal  year  in  which  the  expenditure 
is  accrued. 

Equipment  expenditures  may  be  charged  against  the  fiscal 
year  in  which  budgeted. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may   be   accrued   if   the   purchase   order  was   issued  in   the 
fiscal     year  in  which  the  anticipated  expenditure  is  to  be 
accrued. 

Obligations    for    employees'    vested    annual    leave    and    sick 
leave  are  recorded  as  expenditures  when  paid. 

Revenues  under  the  modified  accrual  basis  of  accounting  are 
recognized  when  measurable  and  available.  "Available"  means  the 
revenue  will  be  received  soon  enough  to  pay  liabilities  of  the  current 
period . 
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Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  without  adjustments. 
Accounts  are  organized  on  the  basis  of  funds  according  to  state  law. 
The  following  fund  types  are  used  by  the  Department  of  Natural 
Resources  and  Conservation: 

General  -  accounts  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  other  funds. 

Special  Revenue  -  accounts  for  the  proceeds  of  specific  revenue 
sources  that  are  legally  restricted  to  expenditure  for  specified 
purposes.  For  example,  the  department  receives  federal  funds 
from  the  Department  of  Energy  and  Bonneville  Power 
Administration.  State  funds  include  water  development  and 
renewable  energy.  Legislative  appropriation  is  required  to  spend 
from  this  fund  type. 

Debt  Service  -  accounts  for  the  accumulation  of  resources  for, 
and  the  payment  of,  general  long-term  debt  principal  and 
interest.  The  department  issued  bonds  to  provide  loans  for  water 
development  projects. 

2.  VACATION  AND   SICK  LEAVE 

Employees  are  paid  for  100  percent  of  unused  vacation  and  25 
percent  of  unused  sick  leave  credits  upon  termination.  Accumulated 
unpaid  liabilities  for  vacation  and  sick  leave  are  not  reflected  in  the 
financial  schedules  of  the  Department  of  Natural  Resources  and 
Conservation .  Expenditures  for  termination  pay  currently  are  absorbed 
in  the  annual  operational  costs  of  the  department.  At  June  30,  1986, 
the  department  had  a  liability  of  approximately  $377,485  for  vacation 
leave  and  $186,151  for  sick  leave. 

3.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contribution  to  this  plan 
was  $318,755  in  fiscal  year  1984-85  and  $340,864  in  fiscal  year  1985-86. 
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4.        DIRECT   ENTRIES  TO  FUND  BALANCE 

The  majority  of  the  direct  entries  to  fund  balance  were  entries 
in  the  Special  Revenue  Fund  type  and  the  Debt  Service  Fund  type  due 
to  the  following  types  of  transactions: 

A.  Residual  equity  transfers  from  state  special  revenue  fund  to 
the  debt  service  fund.  Loans  are  made  for  water 
development  projects  from  the  special  revenue  fund  type. 
The  loans  receivable  are  then  transferred  to  the  debt 
service  fund  type  to  accumulate  funds  to  pay  for  the 
outstanding  bonds.  These  bonds  were  issued  for  the  purpose 
of  making  water  development  loans. 

B .  Entries  made  to  transfer  loans  receivable  from  the  agency 
fund  to  the  special  revenue  fund  type.  These  entries  were 
made  as  a  result  of  a  prior  audit  recommendation. 


5.  REVENUE  CLASSIFICATION 

In  fiscal  year  1984-85  the  department  accounted  for  water 
purchase  contract  revenue  as  reimbursement  revenue.  The  department 
changed  the  water  purchase  contract  revenue  classification  to  sale  of 
documents,  merchandise  and  property  in  fiscal  year  1985-86.  The 
amount  of  water  purchase  contract  revenue  was  $150,327  in  fiscal  year 
1984-85  and  $153,924  in  fiscal  year  1985-86. 

6.  FUND  PLACEMENT 


Based  upon  the  March  1986  (fiscal  year  1985-86)  Special 
Legislative  Session,  section  85-1-603,  MCA,  was  changed  to  create  a 
debt  service  fund  account  to  record  the  principal  and  interest  received 
on  the  repayment  of  loans  made  from  the  proceeds  of  bonds  issued. 
Prior  to  the  effective  date  of  this  legislation,  the  interest  and 
principal  on  the  repayment  of  the  loans  were  recorded  in  a  state 
special  revenue  fund.  The  bond  proceeds  used  for  making  these  loans 
were  from  the  issuance  of  general  obligation  bonds  for  water 
development. 
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7.  WATER   DEVELOPMENT   LOANS   AND   WATER   PURCHASE 
CONTRACTS 

The  department  has  appropriation  authority  to  make  loans  for 
water  development  and  notes  for  water  purchase  contracts.  The 
department  sets  up  long  term  notes  receivable  for  these  loans  and 
contracts.  The  appropriation  is  reduced  through  a  budgeted 
expenditure.  Because  the  department  does  not  actually  have  an 
expenditure  for  this  activity,  the  budgeted  expenditure  is  reduced  by  a 
nonbudgeted  expenditure  for  the  same  amount.  As  a  result,  the 
appropriation  is  properly  reduced,  net  expenditures  are  zero,  and  the 
long  term  note  receivable  is  properly  established. 

8.  NONBUDGETED  REVENUE 

The  majority  of  the  nonbudgeted  revenue  in  the  special  revenue 
fund  type  for  both  fiscal  years  relates  to  proceeds  from  bond 
issuances . 

9.  UNSPENT  BUDGET  AUTHORITY 

The  department  has  obtained  continuing  appropriation  authority 
to  award  loans  or  grants  for  water  development  projects,  preservation 
of  renewable  resources,  or  alternative  energy  projects.  The  loans  or 
grants  are  made  based  on  department  approval  and  then  in  the  priority 
established  by  the  legislature.  The  unspent  budget  authority  in  the 
special  revenue  fund  type  is  a  result  of  unawarded  loans  or  grants. 
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AGENCY  RESPONSE 


DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


I'KIJ  SCH  WINI  IKN     (  ;<  IVKKNOH 


i>     .^Wi.  fv     /  DIRECTOR'S  OKKICE(40C>)  444  6( 


STATE  OF  MONTANA 


I  520  EAS  I    :  HXTH  AVKNIIK 


I  II-  1.1'  N  A,   Ml  IN  I  AN  A  '.",..',1   .'nil 


April    27,    1987 


Mr.  Scott  A.  Seacat 

Leg! si ati ve  Auditor 

Oftlce  of  the  Legislative  Auditor 

Capitol  Station 

Helena,  Montana  59620 


a 


H?rttf  :  1587 

MONTANA  LEGISLATIVE 
AUDITOR 


Dear  Scott: 

As  your  staff  requested,  I  am  enclosing  our  written  comments  to  the 
financial  audit  of  the  Department  of  Natural  Resources  and  Conservation  for  the 
two  fiscal  years  ended  June  30,  1986. 

I  thank  you  and  your  staff  for  the  consideration  our  comments  were  given 
during  discussion  of  this  report  and  for  the  courteous  and  professional  manner 
In  which  the  audit  was  conducted. 


Sincerely, 


:arry  Fasbender 
Director 


LF:Jf 
Enclosure 
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ENTRAUZED  SEHVICES 

CONSERVATION  DISTRICTS 

ENERGY 

OIL  AND  GAS 

WATER  RESOURCES 

DIVISION 

DIVISION 

DIVISION 

DIVISION 

DIVISION 

(406)444  6700 

1400  444  6667 

14061444  6697 

(4061444  6675 

14061444  6637 

DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
COMMENTS  ON  THE  LEGISLATIVE  AUDIT  FINDINGS  AND  RECOMMENDATIONS 


Fol lowing  are  the  responses  of  the  Department  of  Natural  Resources  and 
Conservation  to  findings  and  recommendations  presented  In  the  Financial  Audit 
Report  for  the  two  fiscal  years  ended  June  30,  1986. 


RECOMMENDATION  #1 


WE  RECOMMEND  THE  DEPARTMENT: 

A.  IMPLEMENT  A  SYSTEM  WHICH  WOULD  PROVIDE  THE  BALANCE  SHEETS,  AND  PROFIT 
AND  LOSS  STATEMENTS  FOR  EACH  WATER  PROJECT  IN  ACCORDANCE  WITH  STATE  LAW. 

B.  ENSURE  THE  SYSTEM  IMPLEMENTED  ELIMINATES  DUPLICATE  RECORD  KEEPING. 

C.  SEEK  LEGISLATION  TO  CLARIFY  OR  REPEAL  SECTION  85-1-215,  MCA. 
RESPONSE 

A.  The  Department  concurs.  DNRC  staff  Is  currently  developing  a  system  to 
be  integrated  with  the  loan  and  grant  monitoring  system  that  will  provide 
the  required  balance  sheets  and  profit  and  loss  statements. 

B.  The  Department  concurs.  The  system  being  developed  will  eliminate  the 
need  for  manual  records. 

C.  The  Department  concurs.  Section  85-1-215,  MCA,  will  be  reviewed  by  the 
Department  and  any  recommendations  for  change  will  be  presented  to  the  51st 
I eglsl ature. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT  TRANSFER  EXCESS  DEBT  SERVICE  RESERVE  AMOUNTS  AS 
REQUIRED  BY  THE  BOND  INDENTURE. 

RESPONSE 

The  Department  concurs.  Excess  debt  service  reserve  amounts  will  be 
transferred  as  required. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  DEPARTMENT  SPEND  NON-GENERAL  FUNDS  FIRST  IN  ACCORDANCE  WITH 
STATE  LAW. 
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RESPONSE 


The  Department  concurs.  The  unobligated  Corps  of  Engineers  funds  at  the 
end  of  fiscal  year  1986  and  all  future  fiscal  years  will  be  transferred  to 
the  General  Fund. 


RECOMMENDATION  #4  f 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  LONG  TERM  NOTES  RECEIVABLE  WHEN  LOAN  FUNDS 
ARE  ACTUALLY  DISTRIBUTED  BY  THE  DEPARTMENT. 

RESPONSE 

The  Department  concurs.  The  necessary  adjustments  have  been  made  to  the 
special  revenue  and  debt  service  funds. 
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